MEDI CARE PAYMENT ADVI SORY COWMM SSI ON

PUBLI C MEETI NG

Ronal d Reagan Bui | di ng
| nternational Trade Center
Hori zon Bal | room
1300 13th Street, N W
Washi ngton, D.C,

Fri day, Decenber 14, 2001
9:01 a.m

COWM SSI ONERS PRESENT:

GLENN M HACKBARTH, Chair
ROBERT D. REI SCHAUER, Ph.D., Vice Chair
BEATRI CE S. BRAUN, M D.
SHEI LA P. BURKE

AUTRY O V. "PETE" DeBUSK
ALLEN FEEZOR

FLOYD D. LOOP, M D

RALPH W MJLLER

ALAN R NELSON, M D.
JOSEPH P. NEWHOUSE, Ph. D.
JANET G NEWPORT

CAROL RAPHAEL

ALI CE ROSENBLATT

JOHN W ROWE, M D.

DAVID A. SM TH

RAY A. STONERS, D. O

MARY K. WAKEFI ELD, Ph.D



Agenda item
Adjusting for local differences in
resident training costs -- Craig Lisk

MR. HACKBARTH. The next subject on the agenda is adjusting
for local differences in resident training costs.

MR LISK: This is the last presentation for the day.
Briefly 1'mgoing to go over -- briefly review This is a
congressionally required study. 1'Il briefly review the mandate,
review the Conmm ssion's past views on GVE, review the GVE paynent
met hod, | ook at what the alternative adjusters are, and the
policy considerations you woul d need in making sel ection of
adjusters, and the potential actions or recommendati ons you nmay
want to nmake.

So the congressional mandate, Congress in commttee report
| anguage asked the follow ng question. |Is the physician
geographi ¢ adjustnment factor an appropriate factor to adjust
direct GVE paynents for geographic differences in the cost of
physician training? They wanted the Comm ssion to nake
recomendati ons by March 2002 on a nore sophisticated or refined
index to direct GVE paynent anounts if we found a nore refined
i ndex to be appropriate for this purpose. | want to enphasize
for the Conmi ssion here is the if appropriate on here. So we
don't necessarily absolutely need to make recommendation if we
find the GAF to be appropriate for this purpose

To briefly review the Comm ssion's views, the Comm ssion has
previously stated in its reports on GVE, et cetera, that trainees
bear the cost of general training by accepting | ower wages and
paying tuition, and the Medi care educati on paynent shoul d be
treated as patient care costs. Now if MdPAC s reconmendati on
were inplemented this whole i ssue woul d be nbot because these
paynents would be folded into the paynment rates, which in that
case mght inply that the area wage i ndex woul d be used for
adjusting these rates in part.

So let me briefly now review Medicare's paynents for
physician training. Paynments are a product of three factors:
hospi tal -specific per-resident paynent anounts, a wei ghted count
of residents, and Medicare's share of patient days. Those are
basically the three main conponents.

The hospital -specific amounts are based on 1984 costs
updated for inflation. The BBRA, the Bal anced Budget Refi nenent
Act established a floor and rate of increase ceiling for these
paynent anounts based on a |locality-adjusted national rate. The
ceiling was set at 140 percent of the |ocality-adjusted anmount.
Bl PA rai sed the floor paynent rate to 85 percent of the locality-
adj ust ed nati onal - adj ust ed anmount.

The Congress chose to use the 1999 physician GAF for this

locality adjustnment. | want to point out though is that in the
original House version of the bill -- this is what cane out of
the conference conmttee -- the original bill passed by the House

was somewhat different. They established actually a national
rate with a geographic adjustnent, so there would have been no
variation. Right nowthere's a corridor of variation that's
al | oned, but under the House bill there would have been no



vari ation except for the geographic adjustnment. They used the
hospi tal wage index for that geographic adjustnent.

So how nmuch variation is there in residency sal aries and
training costs? Wat | have up here is showing the variation in
first-year stipends based on data from AAMC. Now that data is
from 2000- 2001, and the paynment and cost information is from
1998. So the years aren't quite conparable, but the anmount of
variation shows at the 10th and 90th percentiles that there's not
a lot of variation if we |ook at a subconmponent of residents'
cost in ternms of residents' stipends. So it's not a huge anount
of variation conpared to the variation in per-resident paynent
anounts before we nmake these adjustnents.

So what are the alternative geographic adjusters that could
be used? There's the physician geographi c adjustnent factor
which is the factor that's up there, and the hospital wage index
are the two off-the-shelf adjusters that probably could be used,
whi ch the Congress considered. There are three main differences
bet ween the physician GAF that | think are inportant to point
out, both between the physician GAF and the hospital wage index
in both their structure, the nunber of conponents of cost that
they' re neasuring, and the weighting schene that's used, the
amount of variation that the indices also reflect, and the
geographi c areas used for these adjustnents.

To get a little nore specific so you understand the
physician GAF a |little bit nmore, it's a nmulticonponent fixed
wei ght index. So there's three nmain conponents, physician work,
practi ce expense, and nmal practice insurance. But in that index
it's also inportant to point out that the physician work
conponent, which nmakes up about half of it, only 25 percent of
the variation in that conponent is reflected. That's actually by
| aw only 25 percent of the variation is reflected. So it's not
reflecting the full variation in those inputs. And they' re not
measuri ng actually physician costs. They're using other proxies
to measure conponents of physician salary costs in that
conponent .

The other major factor then is also the area, the geographic
area that it's based on. The physician GAF is based on carrier
| ocalities, which there are 89 of across the country, and 34 of
those are statewide. So it's not as narrow in terns of the areas
covered as the MSAs would be with the area wage index.

DR. NELSON: What is the 50th percentile, do you happen to
know, in ternms of costs? You ve got 10th and 90t h.

MR. LISK: The 50th percentile, or the average is currently
at $98,000 in terms of cost.

DR. NELSON: The 50th percentile is $98, 000.

MR LISK: It's the average. 1It's not the 50th percentile.
It's what the average is. | can't renenber what the 50th
percentile is.

Then on the hospital wage index only neasures one conponent
of cost and that's average hourly wages within an MSA. That's
reflecting variation in input mx in ternms of the mx of
enpl oyees hospitals use. That index is applied only to 71
percent of the base cost for hospitals. |In our analysis that's
what we have -- and the nunbers that I'Il be presenting, that's



what we're assumng is that the index is applying to 71 percent.
That's sonething that could be discussed if you thought the
hospital wage index were a nore appropriate index.

So the wage index does reflect variation in | abor m x across
areas. It is based on 327 MSAs and 48 statew de rural areas.

When we get to these other two indexes that could be
potentially used is a residential and teachi ng physician wage
i ndex. Such an index could be devel oped fromthe wage i ndex data
that's used on the hospital cost reports. So an index woul d
narrow y focus on one conponent input cost to residency training.

However, there is sone issue of quality of that data.
There's a potential concern, and | think one of the main issues
is a wage I ndex is based on average hourly wages, and what do
hours nmean for residency training, for instance? | think there's
probably a large variation in that versus what variation you
woul d see in actual stipends as shown by the AAMC data. That's
one of the problenms with potentially devel oping that data for
that use. So if sonething el se was devel oped you' d need to
probably collect sonme other data than what's off the hospital
wage survey.

Anot her option would be resident paynents and costs directly
fromthe cost reports and using that. Such an index for that
woul d reflect variation in input mx across areas. O course,
Congress did not select that. They could have devel oped an i ndex
like that, and it appears they probably did not want to refl ect
that type of input mx variation across areas, although that's
al ways still a possibility for you to deci de on.

Then the final option is really a conposite index that could
be devel oped with sone conbi nati on of the above i ndices.

The next table shows sonme of the index |evels under sone of
t he options: the physician GAF, the hospital wage index, assum ng
again it's applied to 71 percent of the paynent rate; a resident
paynment index. So that gives you an idea what the variation is
across these sel ected geographic areas for resident paynents and
first-year stipends for where we have data from AAMC.

M5. BURKE: Just a quick question. There's nobody in the
west - -

MR LISK: Yes, | can give you sone idea about the west.
Interestingly, salary rates on first-year stipends, for instance
-- we didn't have it for 2001 fromthe AAMC data | had, but in
previous information from previous years of cost report surveys
they did California, for instance, had | ower salary costs,
stipend costs for residents in Los Angel es and San Franci sco.
They were bel ow average in fact, which is fairly surprising given
-- their costs have historically been | ower than other parts of
the country, too.

DR. STONERS: Craig, about 50 percent of GVE is in markets
smal ler than this. You know, the Tul sas, the Denvers, the non-
bi g academ c nedical centers. It would be interesting to see
what the inpact on these are in that. Because this includes only
about 50 percent of the QGVE si ze.

MR LISKE Rght. Part of this is what | had information on
wi th AAMC data which only reports on where they can get data from
nore than five providers in a particular market. So they don't



i ncl ude those submarkets. You see, in terns of the stipends, you
still don't see the large variation in stipends. And there are
some inconsi stenci es about how these different indices |ook
across the markets.

Al though if you look at the difference between the physician
GAF and the hospital wage index and doing a cursory |ook at from

m d-sized to large markets -- not the really small markets -- the
greatest difference you see is between -- is in San Franci sco
where the hospital wage index is 11 points higher than the

physi cian GAF, for instance. |If that gives you any kind of

i ndi cation of that type of stuff.

But there's sonme wi de variation where in sone nmarkets, just
because of the few hospitals they have, sone of those markets
have very high per-resident costs for sone reason, potentially
because of how that hospital allocated those costs. So on that
| evel you'll see greater variation.

Dallas is an exanpl e where you see a | ow per-resident
paynment anount conpared to those other costs. What reason there
is for that I'mnot certain.

M5. BURKE: What's the current distribution, geographic
di stribution of residents?

MR LISK: It's still |oaded very much in the east. | can't
remenber exactly. | think New York trains about close to 20
percent, | believe, of the residents. And there's a lot in
Pennsyl vani a, for instance, and New Jersey, Boston as well. But

t hen you have other markets, Chicago. Los Angeles is pretty big,
and certain of those. But those are the big areas.

DR. WAKEFI ELD: Craig, will we have the data that Ray was
speaking to to informthis piece for the March report, or were
you just saying there just aren't data on residents in those
smal ler --

MR. LISK: No, there is not data on the first-year stipends

from AAMC on those smaller markets. But when | showed you then
the 10th to 90th percentile you saw what variation in stipends
there is: 0.91 to 1.09. There's not a huge variation there.
It's a relatively small variation in what's there.

So you need to keep that in mnd in terns of the overal
picture here of what's appropriate for what you want to do. |
think ny next slide | want to talk some about what the
inplications for changing the policy would be.

DR. ROAE: Let ne just understand. The actual paynent now,
the corridor is 0.85 to 1.4; is that right?

MR LISK It's 1.4, but the 1.4 is the rate of increase
ceiling. So think of those hospitals above that rate increase
ceiling are having their paynments reduced as nuch as 12 percent
fromwhat they are. So it actually goes way above that. So if
sonmeone is 180 percent of the national average, they' Il go down
to 168 basically, after the full phase-in. So they'|ll still
remain well above the national average given the current policy.

MR. MIULLER  But they get reduced by not going up.

MR LISK: Correct. But the total inpact |I'd say is about,
woul d potentially be about a 12 percent reduction.

MR. HACKBARTH. Craig, do you want to just go quickly
t hrough the remai nder of the presentation?



MR LISK: Yes, that's what I'd like to do, because | think
f we look at the inplications for the policy changes, one is the
| oor paynents for many hospitals woul d change, which would
ffect their paynment anounts. Generally, given the alternatives,
it would |ower a | ot of the paynent amounts because there's |ess
variation in physician GAF conpared to the hospital wage index,
al though there will be sone variation going in both directions.

Different hospitals will be affected by the rate of increase
ceiling, which would create sone conplications on what you do
about when one hospital had their paynents frozen under one index
but woul dn't under the other, and then vice versa, what you woul d
do in that situation in a policy context. W may al so change
total spending.

So you need to consider also the work involved in changi ng
the index fromwhat's currently used, and whether it's worth th
wor k i nvol ved for HCFA or soneone el se, and whet her any
alternative index would actually be better, given its current
use. Now | think there may be a different opinion if you went to
a national paynent rate, but | think that's one of the
consi derations that needs to be nade here is whether use of --
given the current use, whether the physician GAF is appropriate

So in ternms of policy considerations -- I'll not say
guestions here -- policy considerations, you need to consider how
well do the alternative indexes track variations in costs, what
did the Congress want to achieve with this policy? One was
payment relief. Two was narrowing the variation. There's some
inplications that they wanted -- from sone on commttee that they
were trying to put in a policy the intent of the Comm ssion's
recommendati on of folding GVE paynents in wthout necessarily
elimnating the paynent by establishing what woul d have been a
nati onal rate.

What type of variation would you want to reflect? 1Is it
i nput prices or input prices and the m x of inputs used, and does
it need to be specific to residency training or not.

And what | evel geographic aggregation is appropriate? That
issue is appropriate if you are devel oping an alternative index
and the nunber of providers you have to determ ne what that index
level is. VWiich in many cases, for the wage index, for instance,
areas, the MSAs, two-thirds of the teaching hospitals are in
markets with three or fewer teaching hospitals, for instance.

But there's also the issue of the honpgeneity of the markets for
resi dent wages, too, that should al so be consi dered.

So leaving that, the final slide, are the recommendation
options, or really what you can do is, one, you can find that the
physi cian GAF is appropriate for this purpose. You could
reiterate your recomendation that direct GVE paynents be fol ded
into patient care paynent rates. You could recommend the use of
t he hospital wage index, or recommend the devel opnent of a wage
i ndex based on resident and teaching physician wage data. |'l|
|l eave it at that for your discussion and answer any ot her

e

guesti ons.
DR NEWHOUSE: |'ve got to run out so | want to say why |
want still another option on the table. The variation in cost

reflects nostly what went on in 1984, cost allocations and then



how one treats teaching faculty. The spirit of this request to
me is, should we adjust for differences in factor prices, which
is not the 1984 cost allocations. 1It's how nmuch | have to pay to
get ny residents and/or faculty.

What you showed is there's very little variation in that
across the country. |I'd suggest if we want to adjust for it at
all we actually use the historic stipend relatives to adjust. So
New York woul d get 16 percent nore than the national average, and
so on. O else we just say the gane isn't worth the candl e and
not worry about it.

But | think the hospital wage index, all of the indices you
have down here seens to nme to just introduce nore noise in the
system It doesn't really correspond to adjusting for what
hospitals have to pay to get residents to conme to their hospital
because they are in a high cost or a | ow cost of |iving area.

M5. NEWPORT: | guess ny question is nore on a process |ine.
Qur previous recomendation was -- what in your recomended
options -- and |I know they're just for discussion -- is it
contrary to our previous recomendations, or are we anplifying
our previous recomendations? | was struck by your comment in

the summary which is basically this issue would be noot if they
had but adopted our other recommendati ons. How do we achieve
consi stency, or do we need to achi eve consi stency?

MR. LISK: That's a good question and actually | think the
answer to it is, Congress was fully aware when they inplenented
this policy what the Comm ssion's reconmendati ons were. So you
could interpret this as a very specific request to what is the
current policy conpared to what the Conm ssion previously
recommended. O if you really want to keep reestablishing the
Comm ssion's previous positions that would be, you did this, but
that's not what we wanted type of thing. So I think those are
kind of the two --

MR. HACKBARTH. The other alternative is in the preanble, if
you wll, say this is what we've recommended in the past but your
request reflects that you don't agree with that, so we've been
asked a different response, and our response to the question is.

M5. NEWPORT: | think there's value in perhaps reiterating
this. | just want to make sure that we're -- okay, you didn't
like that so we'll try sonething else. | think if there's val ue
in what we did before we should --

MR. HACKBARTH. | would not feel confortable just saying, we
stand by our previous recomendation. W wll not answer your
guestion. That's not appropriate.

M5. NEWPORT: No, |'mnot suggesting that. | wanted to
bring that discussion out so that we understand what path we're
trying to drive between the two bounds, now that | have a renewed
interest in GVE

MR. MIULLER It strikes ne we were being asked a narrow
question on the index, and obviously all these other discussions
i ke everything el se we di scuss have to be taken in context. But
it strikes nme that we're being asked an index question here. W
can, as you say, say there's a big, broad discussion to go on
here. But ny recomendati on woul d be that we focus on the index
guestion rather than on the broader at this tinme, because | think



t he broader issue radiates a | ot of our discussions.

DR RONE: M sense, recalling the origin of these
di scussions when | was spending ny tinme differently than I am
now, is that the major interest was really in reducing the
variation, which was really quite egregious. There were front
page articles in the New York Tinmes about the differences between
Houston and New York, et cetera. And that the changes that have
been put in seemto reduce the variation rather substantially
fromwhat it was before with the | owest ones now getting 85
percent of the national, and the highest ones progressively
getting ratcheted down.

So | guess ny sense would be that after saying that -- after
rem ndi ng them of our previous reconmendation, m ght sense would
be that the systemthat's in place nowis satisfactory. It is

not worth the candle of trying to rejigger it again. That's
where | am

MR. HACKBARTH. | would feel confortable with that also.

MR LISK: | guess the issue is, do you want to nake
consensus on that, so the issue of whether we bring this back at
t he next nmeeting or not?

MR. HACKBARTH. No, we need to bring it back. W've |ost a
nunber of comm ssioners, so we have to have one nore di scussion.



